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Hong Kong 


Outlook and Summary 


In early 1977, consensus predictions of Hong Kong economists looked 
toward a 7 percent real growth of Gross Domestic Product for this year, 
with inflation running 5 to 6 percent. Although disappointing textile 
exports in the first quarter of the year have prompted reconsideration of 
foreign trade estimates, the outlook for 1977 remains basically good. 
Government officials expect continued growth in export and import volumes 
(8 and 10 percent respectively), tourist spending increases, a strong 
domestic construction industry and nearly full employment. 


No one expects Hong Kong's 1977 economic growth to match last year's, 
when GDP soared 16 percent on the crest of a 43 percent annual increase in 
domestic export values. Significant increases in imports, low inflation 
rates and an appreciating Hong Kong currency also characterized Hong Kong's 
stunning recovery from the 1974-75 recession. 





KEY ECONOMIC INDICATORS: HONG KONG 


3 
Values in US$ millions Exchange Rates: 
unless otherwise stated. 1976: US$1.00 = HK$4.941 
Percentage change calculated 1975: US$1.00 = HK$4.940 
from HK $ figures 1974: US$1.00 = HK$5.077 
1974 1975 1976 1976: Percentage 


Annual Change 


INCOME, PRODUCTION, EMPLOYMENT 


GDP @ Current Prices ($ Bil) 6.94 7<58 9254 +25.9 
GDP @ Constant (1966) Prices ($ Bil) 3.87 4.11 4.78 +16.2 
GDP per capita, Current Prices ($) 1,634 1,735 2.176 +25.4 
Production (= Exports) Major Items 
Garments 1,723.87 2,065.09 2,893.29 ++40.1 
Textile fabrics 389.57 326.27 476.35  +46.0 
Toys and Dolls 327.01 297.00 hhO.KS +48.3 
Transistor radios 258.67 245.74 337.40 +37.3 
Watches and clocks 100.41 130.45 24.46 8 8©64+87.4 
Metal manufactures 126.28 122.47 170.85 +39.5 
Electronic components, transistors 167.85 121.27 165.41 +36.4 
Registered Industrial Employment ('000) 526 582 646 +11.1 
Registered Industrial Vacancies ('000) 6 9 31 +2hh 
Average Daily Wage Index 102 106 122 +15.1 
(7/73-6/74=100) 
Tourist Arrivals ('000) 1,295 1,301 1,560 +19.9 
MONEY AND PRICES 
Money Supply (M2, $ Bil) 6,737.64 8,096.15 9,796.34 +21 
External public debt 22.0 44.4 
Prime lending rate (%) 9-12 6.5-9 6-6.5 
Hang Seng Consumer Price Index (Average) 
(7/73 - 6/74=100) 104.3 105.3 109.7 +4.2 
FOREIGN TRADE 
Domestic Exports (FOB) 4,512.87 4,627.3 6,603.7 +42.7 
To U.S. 1,462.0 1,484.5 2,274.0 +53.2 
Re-exports (FOB) 1,403.3 1,411.6 1,806.9 +28.0 
To U.S. 101.2 132.3 173.0 +54.2 
Imports (CIF) 6,720.5 6,775.6 8,762.0 +29.3 
From U.S. 910.2 801.8 1,074.5 +34.0 
TRADE WITH THE U.S. IN 1976 
Exports: Clothing 924.7 Imports: Electronic components 188.8 
Plastic Toys/Dolls 19:3.0 Fresh fruit 5Tel 
Transistor Radios 151.1 Cotton fiber 52.5 
Textile Fabrics L355 Plastics 50.6 
Electronic components 75.5 Machinery kh ok 


Watches/clocks 72.6 Tobacco Products 34.8 














4. 
CURRENT ECONOMIC SITUATION AND TRENDS 


Hong Kong Now: Good Follows Great 


Key economic indicators point to an estimated 7 percent real growth in 
Hong Kong's Gross Domestic Product in 1977, coupled with inflation of 5-6 percent. 
This prediction, a consensus of government and private economists' forecasts, 
contrasts with Hong Kong's record 16 percent real GDP growth in 1976. 


In the final 1976 tallies, GDP stood at $9.5 billion, or more than $2,000 
per capita. A full 43 percent rise in the value of Hong Kong domestic exports, 
to $6.6 billion, paced GDP growth, while re-exports rose 28 percent to total 
$1.8 billion. Amidst this phenomenal growth in external trade, the respected 
Hang Seng Bank Consumer Price Index rose only 4.2 percent. In early summer 1977, 
the Hong Kong-US dollar exchange rate had stabilized at about US$1.00 to HK$4.65. 
Last year, however, Hong Kong's currency appreciated 7.9 percent against the 
American dollar, thus reducing the competitiveness of Hong Kong products in some 
export markets but also providing some insulation from higher import costs. 


Most informed observers expect the Hong Kong economy to grow 5-7 percent 
annually through 1980, contingent, of course, on the economic performances of 
Hong Kong's major export markets. Although uncertainties confront the textile 
industry, prospects for other exports and the visible vigor of major construction 
projects suggest sustained growth over the next several years. 


Foreign Trade 


Exports: Despite some clouds, Hong Kong's 1977 foreign trade horizon 
remains fairly bright. While not hazarding a forecast on values, Hong Kong 
government economists expect exports to increase about 8 percent by volume over 
1976 levels, barring a drastic downturn in the textile trade. For 1977, as has 
been true through the last decade, the best prospects for Hong Kong's major exports 
will be found in the United States where the Hong Kong government has estimated 
consumer demand rising 14 percent over 1976 levels. Hong Kong may fare less well 
in its principal Western European markets, particularly Britain and West Germany. 


Already concerned about international textile agreementsand louder protectionist 
voices in Europe and North America, Hong Kong's textile exporters have grown anxious 
as this year's trade statistics through April '77 reflect slackened demand in all 
of Hong Kong's major markets. In value terms, Hong Kong clothing exports fell 
8.9 percent from the comparable period last year, while fabric and yarn exports 
dropped 14.3 percent. Exports of other items, particularly electronics and toys, 
showed gains during early 1977, but these barely offset diminished earnings from 
textile exports. 


In 1977, Hong Kong's foreign trade should flow in now traditional patterns: 
concentrated in relatively few product groups and conducted with a handful of 
trading partners. Textile products usually account for more than half of Hong Kong's 
domestic exports; garments alone generated 43.4 percent of total export earnings in 
1976. Transistor radios, toys, timepieces and electronic components likewise will 
hold their positions as major export earners. Among these latter three product 
groups, watches and clocks showed the most impressive gains last year. 
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The volume of electronic calculator exports likewise swelled in 1976: 8.6 
million calculators were sold overseas, a quantity 70 percent greater than 1975 
exports and a huge 356 percent over 1974 quantities. Calculator exports this 


year seem unlikely to increase at such phenomenal rates, although exports grew 
moderately in the first quarter. 


For 1977 Hong Kong's principal export markets should remain the U.S., West 
Germany, Britain, Japan, Canada and Australia. Taken together, these six countries 
absorbed roughly 70 percent of all Hong Kong's 1976 exports. The U.S. alone bought 
34.4 percent (worth nearly $2.3 billion) of 1976 exports and should account for one 
third of 1977 exports. Despite Hong Kong government efforts and the inducements 
offered by preferential tariff schemes in many of Hong Kong's markets - the U.S. 
Generalized System of Preferences is one - significant diversification of export 
products or markets has yet to be discerned. 


Re-exports from Hong Kong in the first four months of 1977 increased 7.6 percent 
(by value) over the corresponding period last year. Total re-exports in 1976 were 
$1.8 billion, up 28 percent from 1975. Hong Kong re-exports typically equal 20 
percent of its imports, with roughly half the re-exports coming from China, Japan 
and the United States. Chinese textile and agricultural products pass through Hong 
Kong to Singapore, Indonesia and the U.S. Japanese precision instruments and watches 
are re-exported to the same markets. Of American goods re-exported, nearly one-fifth 
(mostly diamonds) go back to the U.S. The remaining 80 percent--chiefly US-made 


electrical machinery and pharmaceuticals--are sold to Taiwan, Japan, Singapore and 
South Korea. 


Imports: First quarter 1977 has seen Hong Kong imports rise 7.1 percent in 
value over the corresponding period last year as principal suppliers held their 
established market positions: Japan (23 percent), China (16 percent) and the United 
States (13 percent). Taiwan, Singapore, Britain and South Korea, though individually 
holding relatively smaller market shares, together supply a further 20 percent of 
Hong Kong's import requirements. 


Official sources foresee Hong Kong's 1977 imports rising by 10 percent by volume 
over 1976 amounts, a rate of increase consistent with import growth trends established 
before the 1974-75 recession. Last year, imports rose 29 percent in value to reach 
$8.76 billion. Greater quantities of imports accounted for most of last year's increase, 
since import prices rose an average of only 2 percent, with some import prices - of 
construction materials, for example - actually declining. 


Imports from the U.S.: American products should hold roughly 12 percent of 
Hong Kong's import market in 1977. Last year, the U.S. market share exceeded 12 percent 
as sales to Hong Kong increased 34 _ percent over 1975. American goods sold in Hong 
Kong reflect both the territory's own export manufacturing demands and the population's 
steadily rising living standards. 


The United States will continue to be a principal supplier of raw 
materials and semi-manufacturers for Hong Kong's largest export industries. 
American exporters last year sold $188.8 million of electrical and 
electronic components for Hong Kong's electronic industry, 59.7 percent 
above 1975. Sales of American plastics more than doubled in 1976, to 
a total value of $51 million. Demands in the Hong Kong manufacturing 
and construction industries, as well as in the retail marketplace, 
produced a 33.5 percent increase in machinery and appliance sales 
last year, to $44.4 million. 


Sales of U. S. cotton in 1976 rose 203 percent over the previous 
year to reach $52.5 million. By the first quarter of 1977, American 
cotton sales had already surpassed last year's annual total: and, unless 
serious problems disrupt the Hong Kong textile industry, U. S. fiber 
sales should continue strong through 1977. Hong Kong's 
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rising living standards continue to improve the market for other American agricul- 
tural products. More than $57.1 million of U.S. fresh fruit was sold in 1976; and 
sales of meat, grain, dairy products and vegetables were substantial. Tobacco 
products--mainly cigarettes--rose 29.7 percent to $34.8 million. 


Tourism: Hong Kong anticipates receiving 1.8 million visitors in 1977, 15 
percent more than last year, when tourists injected $800 million into the economy. 
This year's visitors will spend more, the government estimates: $469 each on the 
average, or $938 million total. Hotel occupancy rates in 1976 averaged 79 percent 
and have gone higher in early 1977. Most of Hong Kong's tourists come from Japan. 
Americans form the second largest contingent, but they stay the longest and spend the 
most. Last year 244,000 Americans visited Hong Kong--16 percent of all incoming 
tourists--and spent an average of $500 each. On the other side of the tourism ledger, 
34,000 Hong Kong residents visited the U.S. last year, 32 percent more than in 1975, 
and nearly 250 percent more than in 1970. 


Inflation and Consumer Prices: By official estimates, Hong Kong's residents 
will pay 5-6 percent more for goods and services this year than they did in 1976. 
Higher income families will experience somewhat higher inflation, since they tend to 
buy proportionately more services and imported products. Last year's annual increase for 
the Hang Seng Consumer Price Index was only 4.2 percent--an acceleration faster than the 
1 percent increase registered in 1975 but still low compared to price rises in developed 
countries. The most significant inflation occurred in the services sector. The overall 
stability of consumer prices may be traced largely to almost constant prices for 
basic foods, most of which come from China. Housing costs for upper income households, 
including most expatriates, are likely to escalate in 1977 due to property revaluation 
and rent control removal as well as demand. Such rentals have risen steeply in 
recent years. 


Labor, Wages, Productivity: During the first quarter of this year and the latter 
half of 1976, Hong Kong's labor force worked at nearly full employment. Unemployment 
has held at roughly 4.6 percent since mid-1976, down from 9.1 percent in June 1975, 
and government economists consider this to approximate the "structural unemployment" 
level of the economy. Wages of workers in manufacturing industries have increased 
rapidly since Hong Kong's economic recovery began in early 1975 - up 16 percent in 1976. 


Banking and Finance: In April 1977, deposits in Hong Kong's 74 licensed banks 
stood at $9.893 billion, up from $9.41 billion at last year's end. Demand deposit 
totals have shrunk slightly during the first quarter, while aggregates of term deposits 
have grown. But with loans increasing even more rapidly, average liquidity has fallen 
to 44.5 percent from 45.3 percent in December, still well above the 25 percent mandated 
by Hong Kong's banking ordinances. Interest rates, which had remained relatively stable 
through the second half of 1976, moved downward during this year's first quarter. The 
Hong Kong and Shanghai Bank's current prime lending rate is 4 3/4 percent, down from 
6 1/2 percent at mid-summer last year and 5 1/2 percent in January. The interbank call 
rate averaged 2 1/2 to 3 percent in early 1977 and had dropped to 1 3/4 percent by late 
April. 


Although the Hong Kong Government ban on new bank licenses continues, 773 branches 
of licensed banks dot the territory. Branches of American banks carried on their 
books loans to Hong Kong private borrowers totalling $2.07 billion at the end of last 
year and $2.37 billion by March 1977. Under the new Deposit-Taking Companies Act, 
the Banking Commission has been registering and collecting data on Hong Kong's previously 
unregulated "financial companies"; by April 1977, 183 had been registered. While most 
of these are incorporated locally, several have been constituted as branches of their 
parent corporations, as currently allowed under Hong Kong banking rules provided their 
names do not include the word "bank". A proposal for permitting finance company names to 
include "bank" has been under consideration, with some controversy, for almost a year. 
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Counting fully licensed banks, finance companies and representative offices, there 
are now over 350 separate banks in Hong Kong. One major American bank that opened 
a regional finance company in Hong Kong in late 1975 recorded a $4 million profit 
in its first year of operation. 


Exchange Rate: The Hong Kong dollar appreciated 7.9 percent against the U.S. 
dollar during 1976, and one US dollar bought HK$4.68 on December 31. This trend has 
continued during early 1977, with the rate in early April touching 4.60 for the first 
time. The Hong Kong dollar's strength during 1976 and early 1977 seems due mainly to 
the rapid improvement in Hong Kong's visible trade balance, with improved service 
earnings also a factor. Other possible influences, such as an inflow of flight capital 
from South East Asia, or shifts in Chinese purchases of U.S. dollars in Hong Kong, 
seem uncertain and are hard to estimate in the absence of foreign exchange controls. 


Markets: Hong Kong's four stock exchanges have remained out of favor with 
most investors. The Hang Seng stock index has hovered between 400-450 since early 
1976, with trading volume low. Hong Kong Government policy enunciated earlier this 
year now favors quick unification of the four exchanges in hopes of making the new 
single exchange the chief market for South East Asia. Hong Kong's long-awaited 
Commodities Exchange opened in May with trading in cotton contracts as the first step 
toward a comprehensive commodities futures market. Total trading volume, however, 
has thus far remained low. 


Hong Kong Government Budget: For fiscal year 1977-78, the Financial Secretary 
has budgeted expenditure of $1.681 billion against revenue of $1.689 billion, to 
leave an $8 million surplus. Based on the Government's past performance, these estimates 
will likely again prove conservative. Well before the last fiscal year ended it was 
clear that revenues would be much higher than anticipated because of the strength of 
the economic recovery, and that the budget results would show a substantial surplus 
rather than a deficit as forecast. In fact, the surplus exceeded $190 million. 
Government fiscal reserves were $573 million at the beginning of the current fiscal 
year, and promise to be around $734 million when it ends. Although Hong Kong's budget 
for fiscal year 1977-78 makes no major changes either in the pattern of expenditures 
or in tax rates, it is worth noting that the new budget includes over $408 million 
for capital expenditure. Hong Kong has in progress several major capital projects 
financed in whole or in part from the budget: a road tunnel connecting the two sides 
of Hong Kong Island, a second tunnel between Kowloon and Sha Tin and three "New Towns" 
in the New Territories for accomodating one million people by 1981. A $20 million 
ADB loan will be used in developing the last project. The Mass Transit Railway, 
capital for whose first phase exceeds $1.2 billion, is being financed outside the budget, 
although the government guaranteed its initial loans. 


IMPLICATIONS FOR THE U.S. 


Besides the opportunities described above under "Imports from the U.S.", the booming 
Hong Kong construction industry, particularly in public and private sector housing, 
should continue to offer markets for U.S. equipment, material and expertise, as well as 
home appliances and furnishings. Commercial construction continues vigorous, with 

large parts of the Hong Kong and Kowloon central business districts under redevelopment. 
Construction of Hong Kong's ambitious Mass Transit Railway is an equally visible and 
noisy feature of the landscape. The initial 16 kilometer segment of the system should 
open, on schedule, in early 1980; and the government has approved extending construction 
of another 9 kilometers to Tsun Wan New Town. An American firm is supplying the railway's 
fare-collection system (worth $15 million), and a local distributor has won a major 
contract for American air-conditioning equipment. Japanese and European companies 

are doing much of the engineering and will supply the rolling stock. Transportation 
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infrastructure will be the next major phase of government development in Hong Kong 
and will follow the comprehensive transport plan prepared by an American consultant. 
The presence of American engineering and design skills at the inception of the trans- 
port plan augurs well for U.S. sales as the projects develop. 


Other major capital projects likely to be built in Hong Kong include power 
generating and distribution facilities, desalinization and water-treatment plants. 
Hong Kong's electricity requirements grow by about 12 percent annually, and the 
distribution of power will become more challenging as the New Territories become 
urbanized. With drought a chronic problem and all the natural reservoir areas now 
exploited, desalting sea water remains Hong Kong's only option for meeting future 
demands. 


As the import statistics show, American agricultural products -- foodstuffs, 
tobacco and textile fibers -- have found an expanding market in Hong Kong. Continued 
increases in imports of American foodstuffs will likely parallel improvements in 
Hong Kong living standards. Trends in imports of textile fibers are more difficult 
to predict. Nevertheless, Hong Kong spinners appreciate the quality and reliability 
of American cotton, and this should continue to give U.S. cotton an edge over fiber 
from other sources. Several other major American products that are linked inextri- 
cably with Hong Kong exports to the United States - transistors, computer components, 
semi-conductors, electronic components and plastics - should likewise continue to sell 
well in Hong Kong. Sales of US business machines and peripherals should also rise 
smartly, as evidenced by the $15 million of off-the-floor and projected sales scored 
by "Business USA," an American business equipment trade show held in Hong Kong last 
April. 


Foreign Investment 


Hong Kong actively seeks American investment in various economic sectors. 
With assets exceeding $200 million, U.S. capital accounts for 52.4 percent of 
foreign manufacturing investment in Hong Kong. Hong Kong's labor marlet continues 
tight, and wages have risen in the past year; but workers’ skill and productivity 
often compensate for additional cost. Hong Kong's superb banking, transportation 
and communication facilities offer further investment incentives. 


The dramatic political changes in China during 1976 and early 1977 have, if 
anything, inspired confidence that Hong Kong's unique connection with China will 
continue indefinitely. Hong Kong's governor has commented publicly that the 
territory's relations with China have never been better. Meanwhile, rapidly 
increasing and highly visible Chinese investment in Hong Kong underscores the 
mutual advantages that Peking sees in the status quo. 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 





